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T s ~ e c c c ~ e  Nuccer: ********* ***** 

Employer 1denti:'icacicn Iruinber: * * * * * * * * * * * * * * 
%a!, 3istrict Officu: ***** * * * * *   

3ear Applicant: 

, !Ge have considered your application for rzccgnitlcil of 
exemption as an oraanizaticn described in secti.cn 5 0 1 : c ) ( 3 )  2f 
tke Inrsrna; 2evenua Cace. 3ased qn the infsr-aticn s ~ t n i . = t 3 d ,  
; ~ e  have  canclzded c k a t  you !do n c t  qzalify f c r  ?:<emptier. : in lc r  1 
that section, 

Your pur?osas, as stated in y o u r  articlss 3f Fnccr?crstior?, 
ars to orovide broad based social serlllcss ts r ~ s i d e n t t i  of the 
State o? **********, including access to low cost xedical care 
and legal services, and to promote education, art, cxltxro, 
tourisa, and coxnunication concerning ******* heritage. 

Your primary activity is providing insurance through 
contracted medical providers. You charqe an annual fee of $*** 
for the first ranily xenber and $*** per a d d i t ~ o n a i  faaily member 
for coritrzcted nedical insurance paid to the carrier *****. You 
then receive a $** rebate ?er family from the carrier once the 
policy is written. The health insurance wiil cover costs of any 
medical need incurred i:~ the ****************c territory. Your 
program works as a health maintenance organization and the 
medical needs will be covered only at ******* health center in 
the ******** territory. 

You will also offer legal counseling for problems such as 
eviction and divorce. In addition you will prepare tours of 
****** for low income families and youth to provide cultural and 
historical education. In addition, you will provide educational 
opportunities such as lessons for learning spanish as a second 
language. You also operate a ******* cultural Center which will 

. show Hispanic artists as well as provide lessons to children and 
youth. - 

. . . . . . . .  ,. ." , ,  ..*:., ,-.:..;. :.a;: :, .,,,, y*:.<{;.,>:.&r.' 
. , . . l h . .  . . . .  . . . .  .. ... .., .:L;:h<,,;y;, &,J,.3.?FF , .-. . . .., ,'*.:: ,i ;$ , ', .;',; :.& ,;; ,:,,.., :.2-;:;k:4\$, !." 

YOU; incomeis derived principally iron medical insurance 
, .  , , 

activities, and is used for operating expenses. You have stated 
in your articles of incorporation that you have no members, 
however, in your contract for health insurance you refer to 
ourself as the "unionl1 and refer numerous times to your 

,. -.-. - 3memhers. " '* 
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Section 501(c)(3) of the Interzal Revenue Zode 5xenl;ts from 
federal income tax organizations organized and operated 
exclusively for charitable, educational, and other pur?oses, 
provided that no part cf the organitaricn's n e t  earnlncs Lnliros 
L ~o the Senefit of any ?r:':az= s,?arshcl2e,- ;r ;zz, 'i::x;il.  

Section 1.501 (c) ( 2 )  -1 (a) (I) or' the Inccze Tax i?ec;ulacior.s . . provides that i n  ~ r d e r  to be 2xe3r;t as an ,sr-;ai:itati9n , . lor - -+ n a r ;  -2b- -.d-r 

in section 301(c) (3) of the Code, the oryanization rnust ';e ::-.a 
that is both organized and operatad e~clusl'iei:~ for or.e or xcr: 
of the purposes specified in that section. 

. . - L Section 1'. 5Cl (c) (3) -1 (c) (1) of tne r s q u l a = i c n s  ;r3T~::e~ -..ax 
, an or-;anizaticn will not be ra-qar.2ed as sser>r;...li ?xcl-~s:-io:,.. Izr 

. . esezpt pur?osas iS xcre than an i~s=ssz~nt:~- ? a r =  2: i73 

activities is not in furtherancs of exe2pz pur?cses. 

Section 1.501 (c) (3) -l(d) (I) (!.i) of t5s rn-~!:lstiorts ?r.=*i<ie_s 
that an organizaticn is not or-;anitzd 3rd .~z~er2:3d a s / r !  -.. 4 - . * ( -  &A- : - p a "  d - * . r  
for one or mora exempt pur7oses unless it 's'er-~es 3 pubiic rarher 
than a private interast. 

Section 1.501 (c) (3) -1 (d) (2) of t>.e rgq3:acizns proT.;ides :ha: 
an organization is not organized and operatt?d exclusi~~el:! for ore 
or more of the exempt puraoses specified i,'n sec=ior 5 0 :  1.:: (3) of  
the Code uniess it serVJes a public r a r h e r , = h a n  a ?riq1a=? 
interest. 

Sec 
an organ 
the Code 
substant 
or busin 
purposes 
the prim 
business 

tion 1.501 (c) (3) -1 (e) (1) of the regulations provides that 
ization may meet the requirements of section 5 r ) l ( c ) ( 3 )  of 
although it operates a trade or business as a 
ial part of its activities, if the operation of the trade 
ess is in furtherance of the organization's exenpt 
and if the organization is not organized or operated for 

.ary purpose of carrying on an unrelated trade or 
, as defined in section 513. 

Section 513(a) of the Code defines the term "unrelated trade 
or b u s i n e s ~ , ~ ~  as any trade or business the conduct of which is 
not substantially related (aside from the need of such 
organization for income or funds or the use it makes of the 

'i 
profits derived) to the exercise or perfomance by such 

I. 
organization of its charitable, educational, or other purposes or 

q': - * function forming the basis for its exemption under section 501. 

The Supreme Court of the United States, in Better Business 
Bureau v. United States, 326 U.S. 279 (1945), held that if the 
nonexempt activities of the organization are more than incidental . - 
or insubstantial, the organization is not entitled to exemption 
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under section 501(c) (3) of the Code rqardiass of che number or 
importance of its exempt pur2oses. 

- .  Rev. R u ~ .  75-199, 1975-1 C.3. 150 st3trs :?.a= 3 nczsr:r:z 
orqanizaticr. chaz reszzicts i:3 36.?lLerzi:i~ 1 3  :.:~1.:i;22ls 3f :;ccC; 
moral charactzr and health belcnqincj t3 3 ; a r t ; : : ~ l ~ r  ethzic g r s u s  

0 .  - .  residing in a stat3d yecgrapnical arsa '3r.d ;ro71iies ~;;s:.:  b e z e r l - , ~  . .  . to members and death benefits to their !sen;r:c:ariss is not 
exernpt u n d e r  secticn 531 (c) ( 4  j or' f2.e 2zcs I;P t2:< ' /ears 
beginninq aftgr June 2, 1975. 

Although some of your activities nay be apprcpriata for an 
arganization descri'ced in section 501 (c) ( 2  j of tho, Csde ,  seirerai 

. * ,  ' 7  of your objectives and several 3f 7 c u r  3c=:- ! :z :ss ar? s;x:,dr :2  
. . . 

a cornnerclal insurancz cczgany zzd  =ar::iin 2:z.r ~ct;-/:z:,?s 3 r 3  
, . similar t3 tkcsz cf a l a b c r  or;az::azr~n. L C C ~  22~:: 

activities aro not substantialiy relatzd t3 3n:1 2xexp: ?ur?csa 
and, therefore, constitute an unrelated trade cr business ~ithin 
the meaning or' section 513(a) of t h e  Cod? .  Si?.c? ;?c!.l 
prinaril;~ engaged in the csrduct of 3 n  l d ? . r s l ~ t z l  z r ~ d e  2r 
business, section 1.501(c) (3) -1 (e) (1; sf t.42 rs!qul2tic1:s ?rs111d~s 
that you nay not be recagnized as exezzt x 5 e r  s z r - - . - .  \ , - \  

- b - d d l  Sd?a.(c, ( a ;  

of t h e  Ccde. See, Bett~r 3 u s l n s s s  3 ~ r g : i c s  - T .  ':?,i:2d s t . ~ t ? ~ ,  
supra. 

Additionall:i, lrcu ha-lcr not dencr.str3:,d t h a t  :/cur act:,~:tles 
wiil not serve the private interests of ycur  nemers inore than 
incidentally. A membership organization or the type here 
described is essentially a mutza1, self-lnt2r=st t;;pe 3f 

organization. Its income is used to provide direct econcaic 
benefits to members and any benefit to t h e  Larycr conaunity is 
minor and incidental. Where the benefit from an organization is 
limited to that organizationts members (except for some minor and 
incidental benefit to the community as a whole), the organization 
is not operated exclusively for charitable purposes within the 
meaning of section 501(c) (3) of the Code. See 3ev. Rul. 75-195 
supra for a similar analogy. 

Based on the foregoing, we hold that you do not qualify for, I 

exemption from federal income tax as an organization described in 
section 501 (c) (3) of the Code. Therefore, contributions to you I 
are not deductible under section 170 of the Code. You are I 
required to file federal income tax returns on Form 1120. 

. , . . , . - , , . , , , . .. .. . . I ._ *:.. . . . '  
. ' ' : ;  , , . ,,.,., . . .. . ,.. . ' ..;:.3,: 1,' .'i ', . , I , . .:: ;,-.,, .: . , 

,. , 
$4 , , YOU have the right ti this ruling if you believe it 
;I ' 

is incorrect. To protest, you should submit a statement of your * ,  , 1, 

. . views, with a full explanation of your reasoning.  his statement 

.:. . 

. . must be submitted within 30 days from today and must be signed by 
?.', 
' .  

one of your principal officers. When sending a protest ar other 
,. . 
. , 
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co r r e s pondence  wi th  r z s p e c t  t o  t h i s  c a s e ,  ycu will e x p e d i t e  its 
r e c e i p t  by p l a c i n g  t h e  fo l lowing symbols on t h e  envelope:  
**************** ***** ****.  These symbols d3 no t  r e f e r  t o  you r  
case, b u t  r a t h e r  t o  its l o c a t i o n ,  

Ycu a l s o  have t h e  r i g h t  t o  a con2sroncz i n  t h i s  o f f l c z  a f t t r  
y o u r  p r o t s s t  s t a t e n e n t  is s u b m i t t ~ d .  I f  lrcu d e s l r g  a c o n f e r a n c e ,  
you must r e q u e s t  it when you f i l e  your p r a c e s t  s t a t e n e n t .  I f  you 
a re  t o  be r e p r o s e n t s a  by someone who is n o t  one of your  ; r inc!p . :  
o f f i c e r s ,  t h a t  person must f i l e  a  proper  power or' a t t o r n e y  an-. .  
o t h e r v i s e  q u a l i f y  under our Confersnce and T r a c t i c e  i ? equ i r em~ . : t s .  

I f  you do n o t  p r o t e s t  t h i s  proposed r u l i n g  i n  a  t i n e 1 7  
manner,  it w i l l  be considered by t h e  I n t e r n a l  Revenue Ser- r lcz  a s  
a  f a i l u r e  t o  exhaus t  a v a i l a b l e  a d ~ i n i s t r a t i - r e  r s n e d i e s .  S e c t i o n  
7428(5) ( 2 )  of t h e  Code provides ,  i n  p a r r ,  :ha=, a d e c l a r a t a r l r  
judgment o r  dec r ee  under t h i s  s e c t i o n  s h a l l  no t  be i s s u e d  i n  any 
p r o c e e d i n g s  u n l e s s  t h e  United S t a t e s  Tax Courc, t h e  Uni ted  S t a c a s  
C o u r t  o f  Federa l  Claims, o r  t h e  D i s t r i c t  Cour t  of t h e  Uni ted  
S t a t e s  f o r  t h e  Discrict of Columbia d e t e r n i n e s  t h a t  t h e  
o r g a n i z a t i o n  involved has  exhausted a d m i n i s t r a t i v e  remedies 
a v a i l a b l k  t o  it wi th in  t h e  I n t e r n a l  Revenue Ser ' r ice.  

I f  w e  do no t  hea r  frgm you x i t h i n  3 0  days ,  t h i s  r u l i n g  w i l l  
become f i n a l  and c o p i e s  w i l l  be forwarded t o  t h e  District  
D i r e c t o r ,  Ba l t imore ,  Maryland, which is your key d i s t r i z t  f o r  
exempt o r g a n i z a t i o n  n a t t e r s .  T h e r e a f t e r ,  any q u e s t i o n s  abou t  
you r  f e d e r a l  income t a x  s t a t u s  should be addressed t o  yo . i r  
Dis t r ic t  D i r e c t o r .  The app rop r i a t a  S t s t s  O f f i c i a l s  w i l l  5e 
n o t i f i e d  of  t h i s  a c t i o n  i n  accordance wi th  s e c t i o n  6104(c) of  t he  
Code. 

S i n c e r e l y  yours ,  

*********  * **** 

tt.& 
f+$& $ 
I-.. CC: DD, Los Angeles 

p , , ' \ I .  ttn : EO Group , ). ,, , .. , . ,,,. , , ,,  , 

*****  ** ***   
Chie f ,  Exempt o r g a n i z a t i o n s  

Rul ings  Branch 4 


